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Standard & Poor's Ratings Services has assigned new business profile scores to U.S. utility and power 
companies to better reflect the relative business risk among companies in the sector. Standard & Poor's 
also has revised its published risk-adjusted financial guidelines. The new business scores and financial 
guidelines do not represent a change to Standard & Poor's ratings criteria or methodology. and no ratings 
changes are anticipated from the new business profile scores or revised financial guidelines. 

E New Business Profile Scores and Revised Financial Guidelines 
Standard & Poor's has always monitored changes in the industry and altered its business risk 
assessments accordingly. This is the first time since the IO-point business profile scale for US.  
investor-owned utilities was implemented that a comprehensive assessment of the benefits and the 
application of the methodology has been made. The principal purpose was to determine if the 
methodology continues to provide meaningful differentiation of business risk. The review indicated that 
while business profile scoring continues to provide analytical benefits, the complete range of the 10- 
point scale was not being utilized to the fullest extent. 

Standard & Poor's has also revised the key financial guidelines that it uses as an integral part of 
evaluating the credit quality of U.S. utility and power companies. These guidelines were last updated in 
June 1999. The financial guidelines for three principal ratios (funds from operations (FFO) interest 
coverage, FFO to total debt, and total debt to total capital) have been broadened so as to be more 
flexible. Pretax interest coverage as a key credit ratio was eliminated. 

Finally, Standard & Poor's has segmented the utility and power industry into sub-sectors based on the 
dominant corporate strategy that a company is pursuing. Standard & Poor's has published a new U.S. 
utility and power company ranking list that reflects these sub-sectors. 

There are numerous benefits to the reassessment. Fuller utilization of the entire IO-point scale provides 
a superior relative ranking of qualitative business risk. A simultaneous revision of the financial 
guidelines supports the goal of not causing rating changes from the recalibration of the business 
profiles. Classification of companies by sub-sectors will ensure greater comparability and consistency in 
ratings. The use of industry segmentation will also allow more in-depth statistical analysis of ratings 
distributions and rating changes. 

The reassessment does not represent a change to Standard & Poor's criteria or methodology for 
determining ratings for utility and power companies. Each business profile score should be conside 
as the assignment of a new score; these scores do not represent improvement or deterioration in o 
assessment of an individual company's business risk relative to the previously assigned score. The 
financial guidelines continue to be risk-adjusted based on historical utility and industrial medians. . 
Segmentation into industry sub-sectors does not imply that specific company characteristics will not: 
weigh heavily into the assignment of a company's business profile score. 

E# Results 

Previously, 83% of U.S. utility and power business profile scores fell between '3' and '6', which clear1 
does not reflect the risk differentiation that exists in the utility and power industry today. Since the 10 
point scale was introduced, the industry has transformed into a much less homogenous industry, where 

competitive market exposure--has created a much wider spectrum of risk profiles. Yet over the same 
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period, business profile scores actually converged more tightly around a median Score of ‘4. The new 
business profile scores, as of the date of this publication, are shown in Chart 1. The overall median 
business profile score is now ‘5’. 
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Table 1 contains the revised financial guidelines. It is important to emphasize that these metrics are only 
guidelines associated with expectations for various rating levels. Although credit ratio analysis is an 
important part of the ratings process, these three statistics are by no means the only critical financial 
measures that Standard 8 Poor's uses in its analytical process. We also analyze a wide array of financial 
ratios that do not have published guidelines for each rating category. 

Table 1 Revised Financial Guidelines 
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Again, ratings analysis is not driven solely by these financial ratios, nor has it ever been. In fact, the new 
financial guidelines that Standard & Poor's is incorporating for the specified rating categories reinforce the 
analytical framework whereby other factors can outweigh the achievement of othewise acceptable financial 
ratios. These factors include: 

Effectiveness of liability and liquidity management; 
Analysis of internal funding sources; 
Return on invested capital; 
The record of execution of stated business strategies; 
Accuracy of projected performance versus actual results, as well as the trend; 
Assessment of management's financial policies and attitude toward credit; and 
Corporate governance practices. 

Charts 2 through 6 show business profile scores broken out by industry sub-sector. The five industry sub- 
sectors are: 

Transmission and distribution--Water, gas, and electric; 
Transmission only--Electric, gas, and other; 
Integrated electric, gas, and combination utilities; . Diversified energy and diversified nonenergy; and 
Energy merchanffpower developerltrading and marketing companies 
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Chart 3 

Transmission Only--Electric, Gas, and Other 
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The average business profile scores for transmission and distribution companies and transmission-only 
companies are lower on the scale than the previous averages, while the average business profile scores foi 
integrated utilities, diversified energy, and energy merchants and developers are higher. 

The Appendix provides the company list of business profile scores segmented by industry sub-sector and 
ranked in order of credit rating, outlook, business profile score, and relative strength. 



Z Business Profile Score Methodology 
Standard & Poor's methodology of determining corporate utility business risk is anchored in the 
assessment of certain specific characteristics that define the sector. We assign business profile scores to 
each of the rated companies in the utility and power sector on a IO-point scale, where '1' represents the 
lowest risk and ' I O '  the highest risk. Business profile scores are assigned to all rated utility and power 
companies, whether they are holding companies, subsidiaries or stand-alone corporations. For operating 
subsidiaries and stand-alone companies, the score is a bottom-up assessment. Scores for families of 
companies are a composite of the operating subsidiaries'scores. The actual credit rating of a company is 
analyzed, in part by comparing the business profile score with the risk-adjusted financial guidelines, 

For most companies, business profile scores are assessed using five categories; specifically, regulation, 
markets, operations, competitiveness, and management. The emphasis placed on each category may be 
influenced by the dominant strategy of the company or other factors. For example, for a regulated 
transmission and distribution company, regulation may account for 30% to 40% of the business profile 
score because regulation can be the single-most important credit driver for this type of company. 
Conversely, competition, which may not exist for a transmission and distribution company, would provide 
a much lower proportion (e.g., 5% to 15%) of the business profile score. 

For certain types of companies, such as power generators, power developers, oil and gas exploration 
and production companies, or nonenergy-related holdings, where these five components may not be 
appropriate, Standard & Poor's will use other, more appropriate methodologies. Some of these 
companies are assigned business profile scores that are useful only for relative ranking purposes. 

As noted above, the business profile score for a parent or holding company is a composite of the 
business profile scores of its individual subsidiary companies. Again, Standard & Poor's does not apply 
rigid guidelines for determining the proportion or weighting that each subsidiary represents in the overall 
business profile score. Instead, it is determined based on a number of factors. Standard & Poor's will 
analyze each subsidiary's contribution to FFO. forecast capital expenditures, liquidity requirements, and 
other parameters, including the extent to which one subsidiary has higher growth. The weighting is 
determined case-by-case. 



B Appendix: U S .  Utility and Power Company Ranking List  
U S  Utlllty and Power Company Ranking List 

New Jersey Natural Gas Co 

Aqua Pennsylvania 

Keyspan Energy Delivery Long Island 

I Corporate Credit Rating I Business Profile Company 

A+/Stabie/A 1 1 

A+/Stablel- 2 

AifNegaBvei- 1 

,, Regulated Transmission and Distribution. Electric, Gas, and Water 

Baton Rouge Water Works Co. (The) 

NiCOr Gas. Ca. AAiStabldA-l+ 

AAIStablel-- 

Nicm Inc. AAIStabldA-lt 

AA-ISlabieiA-l+ Washington Gas Light Co. 

WGL Holdlngs Inc AA-IStaMR'A-l+ 

1 

I 2 

3 

Nicm Inc. AAIStabldA-lt 3 

Washington Gas Light Co. AA-ISlabieiA-l+ 2 
I 

~~ 

Questar Gas Co 

Southern Californ!a Gas Co 

Boston Edison Co 

Commonwealth Electric Co 

A+INegativei- 3 

NStableiA-1 1 

NStableiA-1 1 

NStablei-- 1 

~~ 

Questar Gas Co 

Southern Californ!a Gas Co 

Boston Edison Co 

Commonwealth Electric Co 

A+INegativei- 3 

NStableiA-1 1 

NStableiA-1 1 

NStablei-- 1 
1 1 

Cambridge Electric Light Ca 

NSTAR 

MaSsachusettS Electnc Co 

Narragansett Etactiic Co 

Nonhwest Natural Gas CO 

Connecticut Water Service Inc 

Connecttcut Water Co (The1 

AiStablel- 1 

AIStablelA-1 1 

AIStabldA-1 1 

NStableiA-1 1 

NStable/A-l 1 

NStablei -- 2 

NStabiel -- 2 

Aquanon Water Co of Connecticut NStable-- 

Boston Gas Co NNegative/-- 2 

Colonial Gas Co NNegativei- 2 

Middlesex Water Co AINegaBvel- 3 

Y o h  Water Co Vhe) A-/Stable-- 2 

2 

Boston Gas Co. NNegativei-- 2 

5 d K t  Natural G ~ S  co inc 

National Gnd USA 

Consolidated Edison CD of New Y O h  InC 

nranne and Rockland UtllltleS InC 

Colonial Gas Co. INNegativei- 2 I 
h d i d r l l ~ E e r  W;ltPC Cn I AINeoafivel- 3 

NStabieiA-1 2 

NStableiA-l 2 

AIStablelA-1 2 

AISlableIA-1 2 

2 Y o h  Water Co. Vhe) A-/Stable-- 1 

-Rodland Electric Co NStable-- 2 

Cansoldated E d i s ~ n  Inc NStableiA-1 2 

Laclede Gas Co NStableiA-1 3 

Laclede Group Iw AIStablei-- 3 

Niagaia Mohawk Power Corp NStable-- 3 

Alabama Gas Corp 

Atlanta Gas Light Co 

Pubilc Sewce c o  of Nanh Carolina Inc 

A-IStabiei-- 2 

A-/Stable/- 2 

A-IStabielA-2 2 



Star Gas Partners L 

SEMCO Energy Inc BB-iNegalivei-- I 
I I 



Ferrellgas Partners L P BB-INegafiw-- E 

rEZevePanners L P I A-/Stable- I 41 

lliinova Corp i 

NorthWeqtPrn Corn I DINMI- 
I 

Questar Pipeline Co A+/Negative/-- 

American Transmission Co. 

New England Power CO 

Colonial Pipeline Co. 

nix,e Pineline C" 

AIStableIA-l 

AIStablelA-I 

A/%able/A-l 

-/--/A-l 

Plantation Pipeline Co -I--/A-I I 
Explorer Pipeline Ca NStablelA-l 

Nnnhmm Nafiirrrl Gas Co I A.-/PnsAve/-- I 

I Plantation Pineline co I -I--/A-I I 
Explorer Pipeline Ca I NStablelA-l I 

Nonhern Border Pipeline Ca A-/CW-NqI-- 2 

Iroquois Gas TransmissIan System L P 

Florida Gas TranSmiSSlOn Co 

International Transmission Co 

ITC Holdinn Cor0 

G r a d o l n t e r s t a t e  Gas Co I 21 

BBB+/Stable-- 3 

BBE/Stable/-- 2 

BBBIStable 2 

BBBIStable 2 

Texas Eastern Transmission L P 

PanEnergy Corp 

TE Products Pipeline Co L P 

BBE/Stable-- 3 

BBBIStablei-- 3 

BBB/Stablel-- 4 

Southem Natural Gas Co 

ANR Pipeline Co 

Tennessee Gas Pipeline Co 

B-/Negative/- 2 

B-/Negative/- 3 

B-/Negative/- 3 

Savannah Electric & Power Co AIStabie-- 4 I 

El Pam Tennessee Plpeline CO 

El Pa53 Natural Gas Co 

Gas Transmission-Northwest Corp 

B-/Negative/- 3 

B-INegatwei-- 4 

CCICW-POSl-- 2 

Wisconsin Publtc Sewice Corp AA-iStableIA-I+ 

Madison Gas a Electric Co 

Soilthem Cn AISlablelA-I 

AAINegativelA-I + 

4 

4 

4 

Georgia Power Co 

Alabama Power Co 

MISSISSIPPI Power Co 

Ciilif pnwpr r n  

NStableIA-l 4 

NStableiA-I 4 

NSlablelA-I 4 

AIStabIel-- 4 



sa" D ~ P ~ O  G S S ~  ~ i e c t i ~  co 
MidAmerican Energy Co NStablelA-1 

NStablelA-1 

Queslar Corp --CIA 1 

Equitable RBSOUTCBS inc AiStableIA-7 

5 

5 

6 

6 

W~scansin Eieclric Power Co A-IStablelA-2 4 

South Carolina Electric & Gas Co A-IStableIA-2 4 

AGL Resources lnc 

Virginla Electric & Power Co (Dominion Virginia1 

Idaho Power Co 

IDACORP Inc 

A-IStablelA 2 4 

A-IStableIA-2 5 

A-IStabldA-2 5 

A-IStableIA-2 5 

Energen Corp. 

Vectren Utility Holdings lnc. 

Wisconsin Power & Light Co. 

~ 

Union Eiedric Co A-ICW-NqIA-2 5 

A-IStabiel-- 5 

A-INegatweIA-2 3 

A-INegativeiA-2 4 

AtmOS Energy Corp 

Soulhern Indiana Gas a Eleclnc Co 

Montana-Dakota Utilities Co 

PaClllCOrp 

I Oklahoma Gas 8 Electric CO. I BBB+IStableIA-Z I 41 

A-INegatlvelA-2 4 

A-/NegaDvel-- 5 

A-INegatlvel-- 5 

A-INegatwelA-2 5 

Central l l l i n~ l~  Light Co A-ICW-Negl-- 5 

Cincinnati Gas & Electnc Co BBB+IStabielA2- 

Detroit Edison Co BBB+INegatlvelA-Z 5 

4 

6 

Don ara General F e 2 :  C3 6R6- CW-heZ: L-7  

Columbia Energy Gmup BBBIStabieI-- 3 

NiSaiirce Inc BBBlStableI-- 4 

Northern States Power W~scons~n 

Kentucky Utilities Co 

Louisvliie  as a Electnc Ca 

Allele inC 

Wismnsin Energy Corp 

PSI Energy inc 

Union Llght Heat a Power Co 

I 3 Columbia Energy Gmup BBBIStabieI-- I 
NiSaiirce Inc I BBBlStableI-- 4 

BBB+lStable /A-2 5 

BBB+/StabieIA-2 5 

BBBtIStableIA-2 5 

BBB+/StableIA-2 5 

BBB+IStableiAO 5 

BBB+lStablelA-2 5 

BBB+lStablel- 5 

Hawaiian EkclricCo Inc 

Enogex inc 

National Fuel Gas Co 

Energy East Coip 

BBBiIStabielA-2 6 

BBB+IStable- 5 

BBB+lSlabldA3 7 

BBB+lNegat~ve--AZ 3 

RGS Energy Group inc. 

Rochester Gas & Electric Carp. 

Michigan Consolidated Gas Co. 

Internlate Power 8 Light Co. 

Public Service Co. of New Hampshire 

Kaneb P i p  Line Operating Partnership L.P 

Cnncniirlaterl Natiiril Gas Cfi 

BBB+lNqatwe-- 4 

BBB+lNegativel-- 4 

BBBiINegatwelA-2 4 

BBB+INegatlveIA-Z 5 

BBB+lNegativeI-- 5 

BBB+lNegative-- 5 

BBBtINeaativelA-2 5 



P U Q ~  Energy Inc 

Green Mountain Power COrp 

PUbllc Sewlce Co of New Mexim 

~acxfic ~ a s  a Elecinc Co 

Cleveland Elecinc Illuminating Co 

OhlO Edison CO 

Tnbdn F d m n  Co 

Daytoo Power B Light Co. I BE-/CW-Negl - 7 I 
I 

BBB-/Positive/- 5 

BBB-/Stablel-- 5 

BBB-/Slable/A-2 6 

BBB-/Stable/ -- 6 

BBB-lSfable,- G 

BB 8-/Stablei- G 

BBBiStableI-- 6 



BiStabiel-- Mononyahela Power Co. 

Nevada Power Ca E+INeyativel-- 

EtINeyative-- 

B+lNeyative~-~ 

sierra Paaflc Power Co 

Sierra Pacific Resources 

5 

7 

7 

7 

MidAmencan Energy Holdings Co 080-IPosilivel- 5 

FirSIEneigy Corp. BBB-lStablel-- 6 

TECO Energy 1°C. EBB-INegativeIA-3 5 

Black Hills Corp BEB-iNegat!vel-- 8 

Avista Carp. BB+/Stabiel- 6 

EdiMn lnlernalional EE+IStablel- 6 

TNP Enterprises BE+iStable-- 6 

NBW Yo* Water Sewice Carp. BBlStable 7 



5. Energy Merchants/Power Develooperflmding and Marketrng 

NStablel-- 5 Entergy-Koch L P 
4 KeySpan Generation LLC I AiNegaBvel- I 3 

FPL Group Capital AiNegatlvelA-' 8 

I PGaE National Energy Group Di--l-- 

USGen New England Inc. Dl--l-- 10 


